ABSTRACT
INTRODUCTION
Share repurchase refers to the process of a company buying back its shares from its existing shareholders (Damodaran, 2008) .The buyback activity in India stared in 1998. In 1998, section 77A was introduced in The Companies Act 1956, which applies to all types of shares and other securities that may be bought back. With this amendment companies were allowed to buy back their shares, subject to statutory regulations. In India there have been 188 share buybacks announcements between years 2000 to 2011. 1 Company in Indian may buyback its own shares or other specified securities from the existing security holder on a proportionate basis through the tender offer or from the open market through either book building process or through stock exchange or from the odd-lot holders.
Share buyback in India is 15 year old process and has not been accepted in the magnitude as has been accepted by developed countries like US and UK. The reasons for lower acceptance needs to be investigated by looking at the regulations that govern share buyback .Along with it there is a need to identify drives of share buyback in India.
The present study focuses on identifying the drivers of tender offer share repurchase in the Indian set up. The study identifies through literature survey the prevalent drivers or motivators for share buyback and tries to investigate the key drivers in the Indian set up.
The impact of share buyback on a company is in terms of reduction in cash, reduction in outstanding shares, reduction in book value of equity and improvement in EPS (Damodaran,2008) . Grullon and Ikenberry(2003) suggest that there is no single reason for buy back. They suggested that firms repurchase to boost their EPS. The study looks at improvement in EPS as one of the drivers of buyback. Ditter (2000) studies the relationship of share repurchase with excess cash, capital structure, and control and compensation policies. Medury, Bowyer and Srinivasan (1992) try to explain the stock repurchasing behaviour on the basis of leverage adjustment hypothesis; free cash flow hypothesis, the clientele hypothesis and anti-takeover hypothesis. Capital structure correction is again identified as one of the reasons for share buyback to be studied in the Indian context.
There are two schools of thought when we say dividends are substituted by repurchases. One suggesting that the dividends cannot be substituted by repurchases since both serve different signalling purpose. The study looks at investigating that is this phenomenon of substituting between buyback and dividends observable in tender offer share buyback in India. Mishra (2005) observed companies going in for buyback were undervalued, have low promoter's stake, potential of takeover, and surplus cash in treasury, low debt equity ratio and high ROCE. He related that high ROCE signifies high free cash. The study tries to look into the aspect of profitability and promoters stake to identify if they act as drivers in the Indian context.
RESEARCH METHODOLOGY
The objective of the study is to determine the underlying drivers for tender offer share buyback in India. The study tries to identify if there is significant impact of drivers like capital structure correction, improvement in earnings per share, higher profitability and dividend pay-out as a substitute method for returning excess cash on the buyback through tender offer method. To find out the result 26 announcements have been analysed.
In between January 2004 to September 2013 there have been 51 public announcements for Tender offer share buyback 2 . The present sample consists of 26 companies which have repurchased between the periods January 2007 to September 2013. Mishra (2005) has also used a sample of 25 announcements in his study.
The median values have been used to identify the size of buyback in terms of numbers of shares repurchased, shares repurchased as a percentage of the fully paid up capital , shares bought back as a percentage of total number of shares, maximum buyback price , the buyback offer size in rupees, buyback share premium and maximum number of shares bought back.
The drivers identified for capital structure correction is debt equity ratio. Medury, Bowyer and Srinivasan (1992) have used debt to equity as measure of capital structure. The dividend policy is popularly measured dividend pay-out as stated by Damodaran(2008) . Profitability ratio can be measured either in terms of capital employed or in terms of sales (Damodaran 2008) . In this study profitability is measured by the returns on net worth.
Testing Tool : Model of the study
The survey on literature has been utilised to draw a model for testing the drivers of repurchase which has been given below : N = α + β 1 DE + β 2 EPS + β 3 RONW + β 4 DIV + € N is the number of shares bought back.
DE is the debt equity ratio of the company before share buyback.
EPS is the earnings per share of the company before share buyback.
RONW is the return on net worth of the company before share buyback.
DIV is the dividend pay-out ratio of the company before share buyback.
Motivations for Share Buyback
Companies having excess cash and in dearth of profitable investments go in for buyback. They usually encounter agency conflict. The management acts in its own interest rather than the interest of the shareholders. It results in overinvestment in unprofitable investments and underinvestment in potentially profitable investments. To deter the improper utilization of this excess free cash companies go in for share buyback. Such companies benefit most from buyback and they do so to minimize excess cash. (Chan, Ikenberry and Lee, 2003)Buyback, by itself increases the leverage of the company by reducing the book value of equity. Hence it acts as a method for capital restructuring for the company. Share repurchase may be beneficial for companies that perceive its current leverage is below optimal target. So companies with low leverage benefit more from share repurchase (Chan, Ikenberry and Lee, 2003) . Studies conducted previously have witnessed such capital structure correction more in overvalued companies than in undervalued companies, where the leverage ratio improves significantly post buy back ( D'Mello and Shroff 2000).Takeover deterrence is also one of the popular reasons for share buyback. Companies which are potential targets for takeovers usually go in for share buyback to increase the share price of the company and hence making takeover difficult for the acquirer.This is more prevalent in firms which are overvalued and still go in for share repurchase. (D'Mello and Shroff 2000)
There are two schools of thought when we say dividends are substituted by repurchases . One suggesting that the dividends cannot be substituted by repurchases since both serve different signalling purpose. Dividends are used to signal a company's future prospects while repurchases signal undervaluation. The other school of thought suggests that both dividends and repurchases signal for undervaluation and agency conflicts and can be used as substitutes (Grullon and Michaely, 2002) . In the present study we try to test this issue by considering dividend substitution as one of the hypotheses.Dividends and share buybacks serve the same purpose, of returning excess cash to the shareholders. The basic difference lies in the nature of customer we are dealing with. Dividends are paid to all the shareholders while buyback is made to the shareholders who are willing to surrender their shares and discontinue their association with the firm completely or partially. Such shareholders are referred as tendering shareholders. They tender their shares to the companies. The shareholders who do not wish to tender their shares are called non tendering shareholders. Distribution of excess cash through repurchase subjects the shareholders to capital gain tax. Dividend distribution is subject to dividend distribution tax 3 in the hands of the companies. It is seen that capital gain tax is preferred by high net worth tax payers. Hence due to their taxation impact, dividends and share repurchase act as substitutes.
SAMPLE AND DATA
The sample of companies for the study is provided in the Table 3 .1 and Graph 3.1 presents the trend of the number of tender offer in between period 2004 to 2013. There has been an observable decrease in the buyback through the tender offer over years and hence it becomes even more important to investigate the drivers for tender offer repurchase. No of tender offer Buyback The data on tender offer buyback suggests that a median value of 10% of the shares are bought back as a percentage of the fully paid up equity and 5% of the shares are being bought back as a percentage of total number of shares. The shares have been repurchased at a premium.
Source: Compiled by authors using data from SEBI

ANALYSIS AND FINDINGS
The study has identified debt equity ratio as a measure of capital structure, return on net worth as a measure of profitability, dividend pay out as a measure of alternate mode to return cash to shareholder and earnings per share as a measure of value to shareholder. These variable selection have been found in prior studies of Damodaran (2008) The median values of the drives have been found out. The debt equity ratio is moderately low for the repurchasing companies. The earnings per share also has a moderate value. We do not see a very high earnings per share value. The return on net worth is high for the buyback companies and dividend payout is also high.
Regression Results
Model fit is provided in Tables 4.2. The drivers of dividend substitution, low earnings per share, capital structure correction and profitability undertaken in the study explain the buyback activity in terms of number of shares bought back by 90%. All the drivers have been found out to be significantly impacting the buyback activity. The signs of the coefficients explain the relationship. Debt to equity has an inverse relation with buyback. Earnings per share has an inverse relationship with buyback. RONW has positive relationship with buyback and Dividend pay-out has positive relationship with buyback. The comparison of the expected sign of the drivers of repurchase and the observed signs have been tabulated in Table 4 .5. 
CONCLUSION
The study concludes by finding that increasing the earnings per share is an important reason for companies to proceed for tender offer repurchase as has been stated by D'Mello and Shroff (2000) and Gustavo Grullon and David L. Ikenberry (2003) . Capital structure correction is a significant driver for tender offer buyback in the study which is similar to study of Ditter (2000) . Dividend payout has a positive relationship with buyback in the study hence the study finds out that dividend payout and share buyback are not substitutes to each other in the Indian environment supported by the study of Ditter (2000) . Finally it has been observed that companies with higher profitability buyback through the tender offer route. A similar finding has been Mishra (2005).
LIMITATIONS AND SCOPE FOR FURTHER RESEARCH
The study is limited only to 26 companies and drivers of dividend substitution, low earnings per share, capital structure correction and profitability undertaken in the study. The study can further be conducted by adding more companies to the sample or by adding more drivers to the study like undervaluation. The study is also limited to only share buybacks through tender offer . The scope of the study can be increased by also considering buyback through open market repurchase.
